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THE OUTLOOK FOR BUSINESS EDUCATION 


PHILIP H. HENSEL 


INCE the Industrial Revolu- 
tion in England we have built 
up such a complex industrial and 
business system that business men 
have been unable adequately to 
control it. This inability is, in the 
first place, due to our lack of 
understanding of business, and, in 
the second place, to a lack of proper 
standards of business conduct. 
There is no blinking the fact 
that much of the trouble in past 
depressions can be traced to the 
lack of understanding of our pres- 
ent complex industrial and bus- 
iness world. Phenomenal advances 
have been made in the technical 
fields of production, and this re- 
markable technical progress in turn 
has created the complex ‘indus- 
trial and business system which we 
are now unable to operate success- 
fully. This statement is not a 
criticism of our early technical and 
industrial schools. It is rather a 
criticism of our tardiness in the 
study of economic, business and 
sécial. problems growing out of the 
contributions made by technical 
education. A country cannot pro- 
ceed with the application of its 


skill along technical lines and make 
any net gain, unless at the same 
time serious study is given to the 
various aspects of business. 

It is not desirable to develop 
greater efficiency in the technical 
processes of production, if that 
efficiency is to be neutralized by 
our inefficiency in the broad field 
of business administration. It 
goes without saying that we shall 
continue to make further striking 
contributions in the technical fields. 
Indeed, research in scientific and 
technical lines is now provided on 
such an enormous scale that what 
is standard today will be obsolete 
tomorrow. One might say that 
this research is equivalent to a 
sixteen cylinder high-powered car, 
while research and study of bus- 
iness administration is still like an 
old motor-cycle sputtering away 
on one cylinder. It would be very 
difficult to exaggerate the import- 
ance of the fact that research in 
scientific and technical fields is going 
forward at a rapid pace, and it would 
appear that the time has come 
when even the man in the street 
can easily understand that research 
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in business administration must 
likewise make its contribution, or 
progress and business will be defin- 
itely slowed down. In other words, 
the experience of the world with 
panics and crises since the Indus- 
trial Revolution in England ought 
to convince even the layman that, 
as our industrial and business life 
becomes more complex, we must 
expect to give more serious study 
to other than the technical aspects 
of the field of business. Before 
the Industrial Revolution produc- 
tion and consumption were very 
closely coordinated. Indeed, most 
production was “to order,” as it 
were. Now there are great gaps 
between production and consump- 
tion both in time and in space, and 
hence the possibility for serious 
errors. This explains why panics 
and crises are modern phenomena. 

If this foregoing analysis is sound 
and we have been bewildered in 
our inability to cope with modern 
business problems, it is not diffi- 
cult to find the cause for our per- 
plexity. One reason for our inabil- 
ity to cope with the problems of 
modern industry and business is 
our ignorance. Before medicine 
became’ a science, disease made 
sweeping inroads upon the earth’s 
population in such occurrences as 
the Black Death. Even in more 
modern times typhoid fever and 
yellow fever claimed large num- 
bers until preventative medicine 





with a constructive programme 
made it possible for people to live 
together even in large cities where 
sanitary conditions were vital to 
keep such serious threats to public 
health safely in check. So long as 
medicine was left to the arts of 
the mystery man, it made little 
progress. Ignorance was certainly 
the corner stone on which the quack 
medicine man built. 

We need not, then, marvel that 
we know so little about how to 
manage and control modern bus- 
iness. Frankly, we are not entitled 
to an intelligent understanding of 
it because we have not given pro- 
longed and comprehensive study 
to it. Even the science of econom- 
ics which is involved in any com- 
prehensive study of business is a 
young science. Within the life of 
men yet living, instruction in 
economics began in some of the 
leading universities. It seems very 
strange to us now that a man like 
Aristotle should have believed that, 
because money could not breed 
money, interest-taking was a sin, 
and that this doctrine should have 
been endorsed later by a man like 
Cicero. 

The economic historian is famil- 
iar with the fact that the med- 
jaeval universities stood still 
while the world was moving for- 
ward rapidly. Professor Gay, of 
Harvard, has recently pointed out 
the significance of the fact that it 
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took the French Revolution to 
upset the old régime in education 
in France. Indeed, in the heat of 
its Revolution, France abolished 
the university, but sober second 
thought restored it, and there was 
begun a gradual process of adjust- 
ment between the university and 
the world. As Professor Gay 
pointed out, it was the mental 
inertia of the academic group 
which accounted for its cloistered 
existence and which prevented the 
universities from sensing their duty 
and their opportunity to serve a 
changing world. Obviously, this 
adjustment on the part of the uni- 
versities meant a development of 
instruction in science and in the 
technical fields. The school of 
business is one of the more recent 
attempts on the part of modern 
universities to “tune in” to modern 
conditions, but the significance of 
the undertaking has not been given 
the consideration to which it is 
entitled, not even by those engaged 
in business education or by the 
outstanding leaders in business 
itself. It ought to be clear, at 
least to these two groups, that, 
with the increasing complexity of 
business, it will be necessary to 
apply the laboratory method in 
university education for business, 
if we are to graduate men who 
understand modern business and 
who will be able to make any 


worth-while contributions towards 
the solution of business problems. 

In view of the changes in the 
business world, students interested 
in agriculture, engineering and law 
ought to have at least a sense of 
direction in the field of business. 
It is now evident, moreover, that 
schools of business have a clear 
obligation to provide such instruc- 
tion. Obviously, consulting engin- 
eers and lawyers should have some 
foundation for intelligent, inde- 
pendent study of business prob- 
lems, if they are to be able to give 
sound counsel to their clients. The 
engineering schools are giving an 
increasing amount of time to the 
study of business, although the 
same tendency is not found in the 
field of law. In the United States, 
however, we find the Yale Law 
School and the Harvard Graduate 
School of Business Administration 
recently announcing a combined 
law and business course for stu- 
dents who expect to enter the legal 
field. 

With regard to standards of 
business conduct, it may be said 
that they have taken on a new 
significance with the very com- 
plexity of modern business, involv- 
ing as it does endless varieties of 
corporate and human relation- 
ships. We have seen set up, within 
the past generation, and especially 
within the last decade, an almost 
hopeless maze of intercorporate 
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relationships in most phases of our 
industrial and business life. In 
the field of the public service indus- 
tries, for example, the formation of 
enormous holding companies seems 
to be in some instances for no other 
purpose than to evade public regu- 
lation. We have had it brought 
home to us in the last few years 
that there have been relationships 
between banks and their affiliates 
which have militated against the 
best interests of the public. That 
many corporations of all sorts have 
failed to give the investing public 
a true picture of their earnings is 
now known only too well to many 
investors of very moderate means. 

Much of our laxness with 
regard to standards of business 
conduct has grown out of our 
theory that private initiative 
should have full sway, and that 
regulation should not be substituted 
for management. Our zeal for 
this theory of the relationship be- 
tween government and business 
has blinded us to the fact that 
management should be held respon- 
sible for misrepresentation and for 
mismanagement. Under a theory 
of laissez faire philosophy that 
that government is best that gov- 
erns least, we have given an oppor- 
tunity for business practices to 
develop that have operated against 
the best interests of the public 
and even of business itself. It has 
been precisely this philosophy in 





the field of the public service indus- 
tries that has caused us to place 
undue emphasis on the legal as- 
pects of valuation while we have 
almost wholly ignored items of 
operating costs between holding 
and subsidiary companies which 
should have been subjected to a 
most careful scrutiny. Surely in 
this field there is an important 
difference between regulation sup- 
planting management and regula- 
tion holding management defin- 
itely responsible for results. 

Standards of business conduct 
are not static. Business practices 
become of greater public concern 
as the results of such practices 
affect innocent and uninformed 
persons. The very complexity of 
business then gives the subject of 
business ethics an entirely new 
significance. The schools of medi- 
cine for example, have done much 
to eliminate the quack in that 
field. The law schools have also 
made it increasingly difficult for 
the shady lawyers to operate with- 
out detection and discipline. The 
business schools have a clear chal- 
lenge to study standards of bus- 
iness conduct, and to furnish in- 
struction which will give a clear 
perspective of the social respon- 
sibility of business men. 

Success in scientific and tech- 
nical fields has made it imperative 
that we undertake a very compre- 
hensive programme of university 
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education in business administra- 
tion. The emphasis on research in 
scientific and technical fields makes 
the industrial and business world 
so dynamic that unless something 
like a comparable emphasis is 
given to research in business ad- 
ministration, our efficiency in the 
former field will surely be neutral- 
ized by our inefficiency in the lat- 
ter. It seems clear, too, that those 
of us who are in the schools of 
business should have the courage 
of our convictions, and insist that 
any worth-while study of business 
require the same _ scientific 
methods which have been applied 
in the scientific and technical 
fields. In business administration, 
as well as in the scientific and 
technical fields, we cannot hope 
to solve twentieth century prob- 
lems by the application of eight- 
eenth century ideas and the use of 
nineteenth century tools. 

The complexity of our industrial 
and business life lays upon the 


schools of business an obligation 
not only to provide instruction for 
men primarily interested in bus- 
iness but also to give to students 
in engineering and in law a per- 
spective of business which will 
enable them to serve as capable 
counsel to business men. 


We are moving from a geograph- 
ical to a functional world; from 
an individualistic to a cooperative 
society. We are on the way from 
an economics of want to an eco- 
nomics of plenty; we are on the 
way from ruthless, individual ex- 
ploitation to mutual service. As 
these processes develop, we still 
need an extraordinary amount of 
new knowledge and new experience 
in the teaching of efficient coordin- 
ation. We need in business and in 
government many men trained to 
a broad understanding of business, 
and keenly sensitive to the rela- 
tions of business to other aspects 
of our social organization. 








THE RELATION OF BANK CREDIT TO 


GENERAL BUSINESS 


CHARLES M. SHORT 


HE course of bank credit in 

relation to that of the physi- 
cal volume of business and of whole- 
sale prices in Canada over the 
last nine years is portrayed in the 
accompanying chart (page 12). Per- 
hapseven acursory glance will bring 
into question the validity of the 
oft-repeated statements of certain 
commentators on this subject that 
bank credit in Canada was in- 
sufficient in the ascendant stage of 
business, 1926-29; that a fall in 
bank credit precipitated the sharp 
decline in wholesale prices from the 
latter part of 1929 until early in 
1933; and that bank credit opera- 
tions in this country during the 
latter period were such as to 
exercise a great depressive influence 
upon the national economy. It will 
be noted that from the beginning 
of 1926, until 1929, the total volume 
of credit rose in almost exact pro- 
portion to the increase in general 
business activity; the bulge in 
credit throughout the first three- 
quarters of 1929, when a general 
business recession occurred, is 
largely accounted for by non-pay- 


ment of bank loans resulting from 
a sluggish movement of old wheat, 
mostly from the extra-bumper crop 
of the preceding year, which coin- 
cided with a sharp mid-year ad- 
vance in wheat prices and an un- 
usually early and rapid harvest and 
delivery of the new crop. It will 
be noted also that wholesale prices 
commenced their steep descent 
some time prior to the downward 
movement of either total bank 
credit or of commercial loans. It 
is obvious, too, that bank credit 
as a whole acted during the period 
of acute depression more as a sup- 
porting element for the business 
structure than as a depressant, for 
from 1930 on there was little net 
change in total bank credit. Even 
commercial loans sagged less mark- 
edly than business activity or 
wholesale prices. Indeed, it is a 
reasonable assumption that the 
latter had a severe dragging effect 
upon the first-mentioned, for apart 
from the voluntary liquidation of 
debts which is always a feature of 
a depression, the lower the price 
level sank the less money was re- 
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quired to finance production and 
trade. For example, the visible 
wheat stocks in March, 1929, and 
1935, were practically of equal 
size; yet owing to the difference 
in wheat prices in the two years, 
the supply on the latter date is 
carried with about half as much 
money as was needed six years 


ago. 


Changed Composition of Bank 
Credit 

It is quite apparent, of course, 
that there has been a marked 
change in the composition of bank 
credit by an increase of security 
investments, mainly in govern- 
ment issues, by our banking in- 
stitutions, which has offset the 
decline in commercial loans. We 
are not concerned on this occasion 
with the circumstances which have 
led governments to finance them- 
selves more through institutional 
circles than in the public invest- 
ment market, except perhaps to 
explain that this practice was fairly 
prevalent in other countries even 
before the depression and was not 
only late in reaching Canada, but 
has not been followed on such an 
important scale as in certain other 
fields—the United States, for ex- 
ample. As, however, the Cana- 
dian banks’ investments of recent 
years were chiefly in new issues of 
government securities they con- 
tributed in an immediate sense, 


as the resultant funds were dis- 
persed by the issuing authorities, 
as much to the national income 
as new money from commercial 
loans. 


The Distribution of Bank 
Credit 


So much for the facts which 
stand out clearly in the chart which 
was prepared, it should be noted, 
from official statistics. We might 
turn now to other data which give 
a representative view of the dis- 
tribution of credit, its cost and the 
volume of new loans made in a 
year of subnormal business activity. 

Partly upon the suggestion and 
under the direction of the writer, 
studies of these factors have been 
made by The Canadian Bank of 
Commerce. The branches of that 
institution were requested to report 
the number of loans of various 
amounts they made during a twelve 
month period. The results for the 
bank as a whole were summarized 
as follows: 

Classification of Loans as at 30th 
November, 1933 








$1,000 to $2,000. 8,659 6.44 
$2,000 to $5,000. 6,051 4.50 
$5,000 to $10,000. 2.188 1.63 
$10,000 to $15,000 64 
$15,000 to $25,000 717 54 
Over $25,000.......... 171l = s1.27 
eer 134,360 100.00 
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These figures reveal not only 
that this segment of bank credit 
was highly diversified as to risk, 
but also that it must have been 
diffused over a wide range of 
economic activity. They point also 
to the fundamental reason for the 
banks’ tolerance to borrowers whose 


necessity for exerting undue pres- 
sure upon obligants whose credit- 
worthiness was correctly gauged 
in the first instance and whose be- 
haviour during the recent difficult 
years was such as to justify the 
continued confidence of the credit- 
or banks. 


Index of Canadian Bank Credit 
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debt-paying power had been lessen- 
ed by the depression, for with loans 
so widespread that 85 per cent. of 
them were for one thousand dollars 
or less, (a ratio probably typical 
of all bank credit), there was no 





The Cost of Bank Credit 


The cost of bank credit may be 
judged by another analysis under- 
taken by The Canadian Bank of 
Commerce from which emerged 











es- 
lit- 


ult 
the 
lit- 


8eoeF. 














the following results. In a recent 
year the rate of average interest 
yield on this bank’s commercial 
loans and advances, which was 
lower than in former years, was 
smaller than the Dominion Govern- 
ment’s sales tax rate, generally re- 
garded as a minor charge on busi- 
ness. If, as seems quite safe to 
assume, this interest yield was re- 
presentative of that of the banks 
as a whole the total bank interest 
collected was about one-tenth of one 
per cent. of the gross value of all 
national production, a charge upon 
the productive forces of the coun- 
try of such slight proportion that 
it is difficult to see how any down- 
ward revision would cause an ap- 
preciable stimulation of business. 
One who looks from time to time 
at the Bank Statement published 
by the Dominion Government and 
notes the almost progressive de- 
cline in commercial loans is apt to 
jump to the conclusion that trans- 
actions in this account were en- 
tirely in the form of repayments; 
in other words, that no new loans 
were being made. Again we can 
turn to the records of The Canadian 
Bank of Commerce, in which it is 
shown that in the twelve months 
ending November, 1934, the Cana- 
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dian branches of that institution 
made new loans numbering 167,000 
and amounting in the aggregate to 
518 million dollars, and, in addi- 
tion, discounted for their customers 
about 350,000 trade bills amount- 
ing in all to 138 million dollars. 
Yet this bank’s total loans and 
discounts shrunk by 5 million dol- 
lars, owing, it was explained, to a 
more rapid circulation of funds 
arising from the business revival 
and a consequent more rapid liqui- 
dation of old loans resting upon 
commodity stocks, which of course 
moved more freely into consump- 
tion channels as the process of 
economic recovery gained impetus. 


It is perhaps unnecessary to 
stress that banking stability has 
been of inestimable value where- 
ever this element has been pre- 
served, but it may be emphasized 
that the protection of a banking 
system’s borrowing customers is 
almost, if not quite, as essential 
as the safeguarding of depositors. 
This important function, as may 
now be clear, has been performed 
in Canada over an area embracing 
borrowers large and small, of all 
classes of economic activity, and 
at low cost. 














THE PROBLEM OF CORPORATION-STOCK- 


HOLDER RELATIONS 


LLOYD SIPHERD 


HE increasing number of in- 

stances of strained relations 
between corporation management 
and shareholders since the advent 
of the depression indicates the exis- 
tence of an important corporate 
problem. It will be pointed out 
that historically the problem is not 
altogether new and that the forces 
at work are not necessarily con- 
fined to the recent period of 
financial development. On the 
other hand, the problem has be- 
come far more significant from the 
public point of view within the 
past few years and there is need 
for serious thought on the matter 
of finding a practical solution to 
the difficulties. It is the purpose 
of this article to consider the nature 
of the problem as it appears to 
exist to-day, and to appraise the 
underlying factors involved for the 
purpose of evaluating the various 
alternatives which are suggested 
for solving the problem. Through- 
out the discussion, consideration 
is given to the historical aspect of 
the developments studied in order 
to gain a truer perspective. 





This analysis deals with the pro- 
blems arising in those corporations 
which have allowed public financ- 
ing and the dispersion of owner- 
ship to create a cleavage between 
the interests of control and owner- 
ship. With the tremendous in- 
crease in public financing of cor- 
porations in the recent past, it 
can be readily seen that the num- 
ber of corporations subject to this 
development is relatively large. 


Some Cases Reveal the Problem 


It is believed that no better 
plan exists for reviewing the pro- 
blems which have arisen in recent 
years to strain stockholder-com- 
pany relations than to cite a num- 
ber of actual instances. Probably 
the most acute problem of all 
deals with the question of cor- 
porate publicity. The revelations 
made by Professor Ripley in 1926, 
served to arouse public opinion and 
since then there have been numer- 
ous instances in which sharehold- 
ers have utilized every means 
within their power to secure what 
they felt was a reasonable ap- 
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praisal of their company’s posi- 
tion. For example, a group of 
stockholders of the Freeport Texas 
Company instituted a suit in 1928, 
to compel the officers of the com- 
pany to permit them to investigate 
the resources and activities of the 
company. It was alleged that the 
management’s attitude made it 
impossible for the stockholders to 
determine a valuation of their posi- 
tion. Although the court rendered 
a decision unfavourable to those 
bringing suit, they later won a 
proxy battle for control of the 
company. 

Early in the depression, there 
developed in several of the coun- 
try’s largest corporations serious 
conflicts between management and 
shareholders over the matter of 
bonus and salary payments to 
executives. American Tobacco, P. 
Lorillard and Bethlehem Steel were 
among those involved. It is in- 
teresting to note that a few weeks 
ago a stockholder at the annual 
meeting of Bethlehem Steel pro- 
posed that a resolution be passed 
to limit executive salaries. He 
was disturbed by the fact that 
Mr. Schwab’s salary of $250,000 
constituted a figure almost as large 
as the company’s total earnings. 
The motion was defeated by some- 
thing like 2,000,000 votes to 400. 

There have been a number of 
instances in which shareholders 
have attacked management on the 


grounds of incompetence. In 
1933, the Montgomery Ward 
Stockholders’ Association was or- 
ganized to revise company policies 
and elect directors “qualified by 
actual experience in mail-order, 
retail merchandising and manu- 
facturing”. At the annual meet- 
ing of the American Woolen Co. 
last March, stockholders drew the 
admission from the president that 
he had never visited all the mills 
of the company and that he had 
not been in a single mill during 
the past two years. One stock- 
holder maintained that the matter 
of the company’s reporting large 
deficits at the same time it was 
paying large salaries and bonuses 
should be taken up with federal 
agencies. 

Possibly the revelations now 
being made by the press of the 
stockholding interests of directors 
and chief executives in their re- 
spective companies will give rise 
to further discontent on the part 
of the investing public. It is not 
unusual to find many cases where 
important officials have little or 
no financial interest in their com- 
panies. It is believed that since 
1929, there has been a substantial 
liquidation by company officials of 
investments in their own com- 
panies. 

Unfortunately, a more serious 
indictment against management has 
been made on the grounds of dis- 
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honesty. Although company direc- 
tors and executives are presumed 
to occupy a fiduciary position with 
respect to their shareholders, many 
cases have come to light where in- 
side information has been used for 
personal profit and at the expense 
of the investing public. Instances 
in which false information has been 
issued to manipulate share prices 
have occurred frequently. 

Contemplated capital readjust- 
ments and reorganizations pro- 
bably have given rise to the great- 
est number of conflicts. The 
capital readjustment attempted in 
1933, by the Armour Company’s 
management is a case in point. 
A group of stockholders success- 
fully blocked the plan on the 
grounds that it was unfair to cer- 
tain classes of shareholders. 

The following statement, ap- 
pearing in a letter addressed re- 
cently to a financial publication, is 
indicative of a new type of dis- 
content which is developing. 
a woman investor in various Ameri- 
can industries, I wish to protest 
against the silence and inertia of 
the presidents and other execu- 
tives of business in the face of the 
war being made upon honest in- 
vestors. We have paid them ex- 
tremely high salaries while re- 
ceiving no dividends; it is not 


their duty to ‘take it on the chin’ 
from Raw Dealers, but to fight for 
their shareholders.” 





**As. 


These cases of conflict by no 
means constitute all the issues 
over which difficulty has arisen. 
Furthermore, it is not intended 
that the accusations made by 
stockholders of the corporations 
mentioned be accepted as wholly 
justified. Elements of unfairness 
enter into the picture on both sides 
and too often the story which the 
public receives does not give all 
the facts pertinent to the case. 
Nevertheless, there is no question 
but that controversies do persist 
and their existence indicates funda- 
mental problems which deserve 
the serious attention of company 
executives and shareholders alike. 
The Real Cause is the Divergent 

Interest of Control and 
Ownership 

It is important now to consider 
the underlying factors which have 
contributed to such a situation. 
One who surveys the problem 
superficially is likely to mention 
such factors as management in- 
competence and selfishness and 
stockholder indifference and ignor- 
ance. But the real causes lie much 
deeper, to be found in changes 
which have occurred in the evolu- 
tion of the corporation. Probably 
the most exhaustive analysis of 
this evolution has been made by 
Berle and Means. It is their 
thesis that the modern corporation 
has taken such form that the in- 
terests of corporate control and 
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ownership have become separated, 
thus giving rise to the many evils 
of which the investing public com- 
plains. It is argued that two 
developments mainly account for 
such a separation of interest. 

In the first place, the corpora- 
tion has changed in the main from 
an institution owned and operated 
by individuals or small groups, 
and limited in size by their personal 
wealth and capacities, to one of 
great size, financed by the wealth 
of a great many individuals who 
have surrendered control to a 
small governing group. This sur- 
render of control has been accom- 
plished in a number of ways but 
the ordinary concept is that of a 
company which is so widely owned 
that actual control of its policies 
comes to be placed in the hands of 
a few individuals who may have 
relatively little financial stake in 
the concern. In the early cor- 
poration where ownership and con- 
trol usually were identical, it could 
be expected that the policies of 
the capably managed corporation 
would always be designed to ach- 
ieve maximum gain to those who 
invested their funds. But once 
control resides in hands which do 
not represent substantial or com- 
plete ownership, as in the case of 
many modern corporations, it is 
not safe to assume that corporate 
policies will always be designed 
to accomplish the same result. 
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The other major factor con- 
tributing to the divergence of 
ownership and control is legal. 
Over the past century, the cor- 
porate mechanism has evolved 
from a state in which owners of 
property were closely supervised 
by the state, to one in which in- 
creasing grants of power have been 
made to the controlling interests 
of corporations. In the early 
period of corporations the charter 
and certificate of incorporation re- 
presented a contract between the 
state, management and ownership, 
in which substantial protection 
was provided for the owners against 
unfair action of the management. 
Accompanying the growth of the 
size of the enterprise and the diffus- 
ion of ownership has come a grad- 
dual, but substantial, relaxation of 
these restrictions tending to place 
more and more power in the hands 
of management. 


Historical Aspect 


One who has become interested 
in the discussions of recent years 
may conclude that the present 
status of the corporation is the 
result of developments of the last 
ten or fifteen years. But a little 
reflection on corporate history will 
convince one that it is a matter 
of corporate evolution extending 
back to a very early period. 

In United States, the corpora- 
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tion did not assume much pro- 
minence until the nineteenth cen- 
tury. One authority places the 
number of corporations in exist- 
ence in 1800, at 335 of which only 
six could be classed as manufactur- 
ing. One of the earliest indus- 
trial corporations was the Boston 
Manufacturing Company, organiz- 
ed in 1813, to manufacture textiles. 
At the date of its incorporation, 
the stock was held by eleven in- 
dividuals, by 1830, the number 
had increased to 76, with no one 
person owning more than 8% per 
cent. of the total. Here we have 
a corporation operating over a 
century ago possessing one of the 
characteristics of the modern cor- 
poration—a diffusion of owner- 
ship. As has happened so often 
in recent years, the original or- 
ganizers of this early company 
freed themselves and much of 
their capital by selling out to the 
public, yet retaining an interest 
in management. 

The Boston Manufacturing Com- 
pany, however, does not constitute 
a fair representation of conditions 
during the first half of the nine- 
teenth century. This was a period 
of slow corporate development, 
with private enterprise still being 
operated on a relatively small scale 
and with little public financial 
support. By the 1850's, however, 
there is witnessed a change. Among 
those factors which facilitated the 





growth of publicly financed cor- 
porations one finds those influences 
which have contributed toward 
the separation of ownership and 
control. The rise of influence of 
the New York Stock Exchange 
and the speculative activities which 
it fosters, the inflow of foreign 
capital, the development of in- 
vestment houses, the existence of 
many business opportunities such 
as the building of railroads, and 
the sudden public interest in securi- 
ties all served to make the period 
following the Civil War one of 
considerable financial activity. 

To Jay Cooke should go the 
credit for first arousing public in- 
terest in securities. The elaborate 
campaign which he executed to 
sell government bonds to finance 
the Civil War for the north was 
very similar to the Victory Loan 
campaign of the World War. Later 
we find Jay Cooke undertaking the 
financing of the tremendous North- 
ern Pacific project through the 
sale of securities to the public. 

As might be expected in a period 
of such rapid development, there 
existed at this time considerable 
dishonesty and fraud perpetrated 
by management. One needs only 
to mention the famous Erie Rail- 
road case in which a few men 
utilized their official capacities to 
fleece the shareholders of their 
assets. The whole period from 
1850 to 1880, is one of low ethical 
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standards on the part of manage- 
ment and one which, it is hoped, 
will never be repeated. 


The next period of importance 
was ushered in toward the close of 
the nineteenth century. From 
about 1890 to 1910, there occurred 
a notable development in the 
growth of corporations, this time 
primarily industrial, accompanied 
by a great amount of public financ- 
ing and concentration of control. 
As will be pointed out later, the 
concentration of control did not 
result in such dishonest practice 
as occurred in the preceding 
period owing to a growing con- 
sciousness of the wisdom of dis- 
cretion in the use of power. On 
the other hand, there did arise 
problems very similar to those we 
have to-day as is indicated by the 
following statements of Woodrow 
Wilson made in 1910 in an address 
before the American Bar Associa- 
tion: 


“The corporations now over- 
shadow partnerships altogether. 
Still more do they overshadow all 
individuals in business on their 
own capital and separate responsi- 
bility. It is an arrangement by 
which hundreds of thousands of 
men, who would in days gone by 
have set up in business for them- 
selves, put their money into a 
single huge accumulation and place 
the entire direction of its employ- 
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ment in the hands of men they 
have never seen, with whom they 
never confer. In these men are 
concentrated the resources, the 
opportunities, in brief, the power 
of thousands.” 


The final period may be classed 
as post-war. The renewed inter- 
est in expansion, consolidation and 
large scale production, and the 
greatly expanded public interest 
in securities brought a wave of 
financial developments which cul- 
minated in 1929. Probably an 
outstanding characteristic of this 
period was the extensive shift from 
private to public ownership of a 
large proportion of the country’s 
corporate wealth. That is, a great 
deal of the financing was promoted 
for the purpose of supplying in- 
vestment securities for which the 
public appeared to have an in- 
satiable desire. 


Summing up the situation, then, 
one can see that the present pro- 
blem of corporation-stockholder re- 
lationship has developed out of 
an evolution of corporate struc- 
ture extending back over a hun- 
dred years. It is erroneous to be- 
lieve that the problem is peculiar 
to this depression. These same 
evils have existed long before this. 
It is only that they are greatly 
accentuated by the fact that a 
larger proportion of the public is 
involved and the basis for the 
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difficulty is considerably broad- 
ened by the increasing importance 
of the corporate form of business 
unit, and the large increase in 
public financing. - 


Possible Solutions 


A consideration of the underly- 
ing causes of the present difficul- 
ties in corporate affairs should 
throw some light on the nature of 
the task of removing the evils. 
No plan can be effective unless it 
contributes toward the bringing 
together of the interests of cor- 
porate control and ownership, 
thereby assuring that whatever 
corporate policies are followed will 
benefit, in an equitable manner, 
those who have risked their funds 
in the enterprise. But this is by 
no means an easy task and it must 
be admitted that we are far from 
solving the problem. Let us ex- 
plore the several possible alter- 
natives that exist at the present 
time. 

Legislation—It seems inevit- 
able that once a financial catas- 
trophe overtakes the people there 
is an immediate clamor for legisla- 
tive action. It is sincerely be- 
lieved by a great many people that 
the bulk of the financial troubles 
of the time are traceable to a lack 
of restrictive legislation. A brief 
survey of proposed erd enacted 
legislation will indicate the extent 
to which present governments 





are responding to the demands of 
the above. 


The Federal Securities Act in 
the States was the first major piece 


of legislation to be enacted. Since 
it was designed to effect a rigid 
control over the issuance of new 
securities, it fails to provide a 
solution for the problems which 
have arisen prior to the Act. 
Nevertheless, it is indicative of the 
type of control over corporate 
management which is desired for 
the future. The Securities Ex- 
change Act comes much nearer to 
the situation by enforcing on cor- 
porate management a minimum of 
responsibility in respect to cor- 
porate publicity and the financial 
operations of the company direc- 
tors and officers. It appears to 
strike at the heart of many of the 
evils which have caused so much 
stockholder discontent, such as the 
use of proxy machinery, the need 
for uniform, frequent and com- 
plete financial statements and the 
financial operations of the so-called 
insiders of the corporation. The 
proposed public utilities holding 
company bill in the United States 
may be mentioned as possible 
further legislation to provide pro- 
tection to the investing public. 
Though it is designed to deal with 
the problem of private control in 
the utility field, it also recognizes 
the evils of the pyramiding of cor- 
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porations, over-capitalization, ef 
celera. 

It is interesting to note that 
Canada, which so far has escaped 
drastic restrictive legislation such 
as mentioned above, is now faced 
with the possibility of similar, if 
not more restrictive federal legis- 
lation for controlling corporations. 
A recommendation has been made 
by the Royal Commission on Mass 
Buying and Price Spreads for the 
creation of a federal authority to 
supervise the creation of corpora- 
tions and the issuing of securities. 
It is further proposed to enact 
legislation to assure the investing 
public of responsible corporate 
management. Some of the recom- 
mendations of the Commission are 
noteworthy. 

A. Place business executives 
and directors in a trustee capacity 
with respect to security holders. 

B. Prohibit management shares 
by which a few can hold entire 
control of a company. 

C. Give all shares, preferred or 
common, equal voting rights. 

D. Prevent directors from spe- 
culating in company shares. 

E. Prevent issuance of charters 
giving wide powers to do almost 
anything. 

There is no denying the need 
for legislation controlling corporate 
activity and much of the legisla- 
tion already enacted must be con- 
sidered constructive. It is based on 
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the premise that the least that a 
corporation, which looks to the 
public for financial support, can 
do is to live up to certain standards 
of corporate publicity and honesty. 
But does such legislation assure 
the consolidation of corporate con- 
trol and ownership so as to re- 
move the divergence of interest 
which is so apt to occur in the 
modern corporate structure? The 
answer seems obvious. Not only 
does it fail to accomplish such a 
task but there is serious doubt that 
it ever could. Perhaps the kind 
of legislation proposed for Canada 
comes nearer to a solution in that 
it conceives of a forced trustee- 
ship responsibility on executive 
control. But such legislation is 
dangerous in that it implies a de- 
gree of regimentation that pro- 
bably cannot be enforced without 
seriously handicapping business 
management. One is reminded of 
the restrictive legislation enacted 
in England early in the eighteenth 
century following the South Sea 
Bubble debacle. The extremes to 
which government intervention in 
corporate practice were allowed 
served to seriously hinder the 
development of corporations for 
over a hundred years. 

Banking Support — History 
teaches that financial institutions 
concerned with the flotation of 
securities are in a strategic posi- 
tion to exercise an influence over 














22 THE QUARTERLY REVIEW or COMMERCE 


management policy. As early as 
1870, the house of Morgan began 
to take an active interest in the 
policies of corporations, probably 
on realization of the need for im- 
proving conditions prevailing im- 
mediately after the Civil War. By 
the turn of the century there had 
developed a powerful banking 
group in Wall Street in which Mor- 
gan played a leading réle. In- 
cluded were such financial leaders 
as Baker, Hill, Stillman and 
Rockefeller. Through various de- 
vices, this group secured virtual con- 
trol of the leading industries of the 
country and were able to dictate 
management policy to a great ex- 
tent. Although the public became 
extremely antagonistic to the do- 
minance of “Wall Street’’, it must 
be recognized that this banking 
influence was constructive in a 
great many instances. Here is an 
example of what investment ban- 
kers can do in enforcing on the 
management of publicly financed 
corporations those policies which 
are in the interests of those who 
have put up the money. 

This condition was considerably 
altered by the time the post-war 
expansion period got under way. 
Public antagonism toward banking 
control eventually brought about 
the breaking up of the mechanisms 
of control. Furthermore, financial 
leadership tended to disappear 
with the very rapid expansion of 


investment banking during the 
1920’s. As a result of this change, 
corporate financing and manage- 
ment in recent years have tended 
to become uncontrolled, short- 
sighted and selfish. With the ad- 
vent of the depression, it is not 
surprising, therefore, to find the 
investment banking fraternity 
rather helpless in the matter of 
providing constructive improve- 
ment in financial affairs. 

On the other hand, it should be 
mentioned that the investment 
Banker’s Code of Fair Practices, 
drawn up under the N. R. A., 
does provide a basis for future im- 
provement. Not only does it con- 
stitute an attempt on the part of 
bankers to eliminate unsound bank- 
ing practices, but includes a pro- 
vision for greater responsibility 
on the part of bankers in the in- 
terests of the investing public. 
But even granting the retention of 
the code, there does not appear 
to be much hope for a solution to 
the problem here. The prestige 
of the profession has suffered 
greatly and it is difficult to see 
how investment bankers can exert 
much influence over corporate 
policy for some time to come. 

Stockholders’ Associations — 
In the past year or two consider- 
able interest has been shown in 
Canada and the United Statesin the 
possibilities of stockholders’ as- 
sociations. The idea probably 
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originated with the desire on the 
part of shareholders of distressed 
corporations to secure a greater 
measure of protection against dras- 
tic sacrifices in reorganizations. 

James W. Gerard, former U. S. 
Ambassador to Germany, envisages 
a great national stockholders’ or- 
ganization which could provide 
protection to its members against 
oppressive legislation as well as 
against exploitation of company 
directorates. He feels a need for 
an organization with such power 
as the American Legion and the 
American Federation of Labour. 
Furthermore, he holds that it 
could become a great potent fac- 
tor in the direction of corporate 
affairs. He states, “Correct prin- 
ciples of corporate management 
could be inculcated and investors 
could be massed and disciplined 
to assert themselves against schem- 
ing cliques of officers who consider 
themselves masters of their real 
masters.” 

Victor Paradise, a member of a 
banking firm in New York City, 
conceives a nation-wide organiza- 
tion with officers in each state. A 
sufficient number of representa- 
tives could be kept available at 
each office for attendance at all 
corporation meetings in each state. 
The New York Times reports 
(August 12, 1934) that Mr. Para- 
dise received letters, telegrams and 
telephone calls by the hundreds 
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from investors in all parts of the 
country endorsing the plan. 

The Shareholders’ Protective As- 
sociation in England, is frequently 
cited as an example of what can 
be accomplished. This is a non- 
profit organization for collective 
action of shareholders in keeping 
a watchful eye on corporate affairs, 
investigating alleged abuses of man- 
agement and providing a central 
fact gathering agency. “The 
Economist” reports that during 
the past year the association has 
successfully interfered in corporate 
affairs in seventeen instances and 
has secured for itself a reputation 
“for disinterested, fairminded and 
penetrating criticism without med- 
dlesomeness.” 

Historically, investors’ associa- 
tions are not altogether new. In 
England, there have existed such 
groups for fifty or seventy-five 
years. They were of a specified 
character, however, organized to 
further the position of investors 
in particular fields. In this re- 
spect, they were similar to the 
American Federation of Utility 
Investors existing at present in 
the United States. But the idea 
of organizing the investing public 
without regard to nature of hold- 
ings seems to be new. 

The underlying principle of 
Shareholders’ Associations is that 
they represent the most effective 
means of placing the investor in a 
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position where he can exercise the 
powers which should attend the 
ownership of property. It assumes 
that the only way the shareholder 
can help himself is to so organize 
that his voice can be heard. It 
also assumes that shareholders are 
sufficiently interested in such a 
plan that they are willing to sup- 
port morally and financially the 
organization which is to represent 
them. 

Theoretically, there exist possi- 
bilities of accomplishing a great 
deal by such associations. But it 
is questionable whether they may 
accomplish what their sponsors 
hold out for them. The assump- 
tion that the investing public 
possesses the interest and unity of 
opinion in the matter probably 
is fallacious. As compared with 
the English situation, one must 
not overlook the fact that not 
only is the population in England 
geographically compact but in- 
vestments are held predominantly 
by individuals of means who possess 
considerably more interest and 
knowledge in the matter of invest- 
ments. The investors of Canada 
and the United States are scattered 
and numerous. Estimates vary as 


to the number of investors but 
the figures generally range between 
2% and 15 millions. Income tax 
statistics indicate that a relatively 
small proportion of this group had 
incomes of over $5,000 in 1931, 





which suggests that securities are 
held in relatively small amounts 
by a great many people. Every 
walk of life and level of society 
must be represented in this group. 
These facts suggest the difficulties 
of securing unity of interest or 
action in the promotion of such an 
organization. 

It is obvious that if such an 
association cannot secure whole- 
hearted support it is bound to fail, 
for its only hope of success is to 
secure sufficient power that either 
it can sit with management or 
command sufficient respect from 
the management that it will be 
consulted on important issues. 
This suggests an additional pro- 
blem—a problem of personnel. 
The success of an association de- 
pends more upon the ability of its 
representatives to secure the con- 
fidence and respect of the manage- 
ment than upon its policing power. 
This requires representatives with 
broad vision and great executive 
ability. It is conceivable that 
failing in this regard such an 
association may do more harm 
than good. 

Management Initiative — Of 
the many discussions of the pro- 
blem it seems that most proposals 
for reform are designed to influence 
management policy from the out- 
side. Might it not be suggested 
that a measure of improvement 
be expected to come from company 
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management? If the public is so 
much concerned over the problem 
of management’s attitude toward 
shareholders and outside interests 
might it not be argued that it 
would be poor business policy to 
ignore the situation? Those who 
have to some extent followed cor- 
porate policy in recent years are 
aware of the fact that certain for- 
ward-looking managements have 
been taking some initiative in fos- 
tering closer relations with share- 
holders. 

In the matter of corporate publi- 
city, the attitude of General Foods 
will serve as an example. In 1932, 
the president announced that the 
company proposed to do all in 
its power to keep shareholders in- 
formed of the true position of the 
company. While making com- 
pany reports as complete and in- 
teresting as possible, it was pro- 
mised that the truth regarding 
conditions would not be withheld, 
no matter how discouraging. A 
movement appears to be on foot 
to follow English corporate prac- 
tice of making the annual meeting 
of real interest to stockholders and 
to place in their hands the re- 
sponsibility for electing the audi- 
tors. It is reported that New 
York banks and trust companies 
are rapidly’ establishing new stan- 
dards of shareholder relations. 
Whereas, formerly little oppor- 
tunity was granted to shareholders 
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to raise questions at the annual 
meeting, now the entire time is 
devoted to an open discussion of 
the affairs of the bank. The Du 
Pont Corporation has instituted a 
stockholders’ relations department 
for the purpose of taking care of 
stockholder inquiries and to keep 
stockholders informed of company 
developments. 

An interesting case of stock- 
holder participation in manage- 
ment occurred recently at the 
annual meeting of the Link-Belt 
Company of Chicago, when two 
resolutions presented by a stock- 
holder were approved. One called 
for the directors to study the ques- 
tion of liquidating part of the 
company’s marketable securities. 
The other requested a survey of 
physical properties with a view to 
disposing of unnecessary facilities 
and the writing down of excessive 
book valuations. 

It is not to be implied, however, 
that such tendencies as indicated 
above have developed only in the 
current depression. No doubt 
there are many examples of such 
worthy management policy among 
corporations dating back to the 
earliest period when executive con- 
trol came to reside in hands other. 
than the real owners of the pro- 
perty. Although not such an early 
example, a striking illustration is 
the attitude of the management of 
the United States Steel Corpora- 
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tion. Following are the state- 
ments of Judge Gary regarding the 
policy of his company towards its 
many shareholders: 

“The stockholders must be re- 
cognized as rightfully in control. 
Their capital permits the exist- 
ence, the activities and the suc- 
cess of the corporation. They 
properly may and ultimately will 
dictate the personnel, the govern- 
ing rules, the policies, sales and 
purchases, extensions and improve- 
ments, rates of compensation to 
employees, including special com- 
pensation or bonus appropriations 
for merit, terms and conditions of 
employment, and all other mat- 
ters pertaining to the properties 
and business and management of 
the corporation. After the honest 
fulfillment of all obligations to 
others they are entitled, not only 
to a fair and reasonable return on 
their investments, but to all the 
net proceeds of the business; other- 
wise they could not be expected to 
leave their capital in the enter- 
prise. It would not long continue 
active, or even in existence, if a 
majority of the stockholders re- 
mained dissatisfied. They are the 
initiative, the sustenance and the 
life of the corporation.” 


Perhaps it is being too idealistic 
to place much faith in the adoption 
of such a programme by corpora- 
tions in general. It may be argued 





that the number of companies 
that have so far evidenced an 
interest in such a policy is small. 
Also, to a certain extent, there is 
need for discounting the state- 
ments issued by these companies 
regarding their policies. It must 
further be admitted that there is 
truth in the statement that no 
matter how aggressive manage- 
ment may be in fostering stock- 
holder interest and cooperation, a 
great many investors will remain 
wholly disinterested and indiffer- 
ent. Finally, it may be argued 
that so long as one must rely on 
management initiative, it is likely 
that slow progress will be made. 

On the other hand, this proposal 
theoretically holds out more pro- 
mise for effecting the elimination 
of the evils of the present cor- 
porate setup than any other. The 
principle is not that the manage- 
ment is inviting interference for 
the sake of the interferers. Rather 
it is that management, by making 
it its business to cooperate with 
the various interests of the cor- 
poration, will automatically eli- 
minate the divergence of interest 
that develops when no attempt is 
made on either side to create a 
feeling of co-partnership. 

The fact that as yet comparative- 
ly few corporations have indicated 
a real interest in the policy cannot 
be used as an argument against 
its ultimate soundness. There is 
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reason to believe that the time 
will come when it will be consider- 
ed poor business policy to follow 
any other course unless the com- 
pany chooses to remain a close 
corporation. Corporate financing 
in the future may very well prove 
to be relatively difficult. If ex- 
perience is not too soon forgotten 
and the investing public becomes 
increasingly more intelligent in the 
matter of investments, manage- 
ment can ill afford to overlook the 
possibilities in the situation. 
Furthermore, many corporations 
are beginning to find that a loyal 
group of stockholders scattered 
over the country can be a potent 
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factor in the public acceptance of 
the company’s product. 

To be sure, the element of time 
is very much in the picture. It 
will take considerable time before 
much headway can be made to- 
ward obtaining a general accept- 
ance of the principle that it is to 
the ultimate advantage of cor- 
porations to develop closer rela- 
tions with shareholders. But it is 
sincerely believed that the policy 
is sound in principle and it is to 
be hoped that corporation man- 
agements will swiftly follow the 
example set by those who have 
already committed their com- 
panies to such a line of action. 








THROUGH THE WINDOWS OF THE WORLD 


ARTHUR G. DORLAND 


Danger Spots of the World 
Today 


| ig is probably a wholesome ex- 

perience to have many of our 
cherished ideas challenged by a 
different viewpoint; and of late 
we have heard so much about the 
necessity of disarmament and the 
iniquity of the munition maker 
that it comes rather as a shock to 
be told by Mr. Frank H. Simonds, 
a very shrewd observer of world- 
affairs, “that the true ‘merchants 
of death’ of our time are not the 
manufacturers of the means of 
destruction, but the masses who 
support governments and administra- 
lions in the policies of economic 
nationalism”. ‘Most of us will not 
like the implications of this state- 
ment for it may include us; but 
in these arresting words Mr. Si- 
monds has called attention to a 
phase of the international situa- 
tion that is too often overlooked, 
especially with reference to the 
potential danger spots of the world 
to-day i.e. Europe—Germany and 
Italy, and—in the Far East— 
Japan. In brief, Mr. Simonds’ 





argument is that to dismiss Na- 
tional Socialism in Germany, Fasc- 
ism in Italy, or militant Imperial- 
ism in Japan, as representing mere- 
ly a passing phase of collective 
madness, is an entirely superficial 
view. Rather, they are symptoms 
of a condition which, while it is in 
some aspects psychological, is 
primarily economic and must be 
met in a realistic way on that basis, 
if peace is to be maintained. It 
is no mere chance, he points out, 
that the Anglo-Saxon world has 
been most active in attempts to 
eliminate war. This means in 
effect that the British and Ameri- 
can peoples shall be left in undis- 
turbed control of their vast re- 
sources, while the German, Italian 
and Japanese shall be condemned 
to permanent poverty because they 
lack free access to the raw ma- 
terials which are essential to na- 
tions as highly developed indus- 
trially as they, and without natural 
outlets for their teeming popula- 
tions. It is all very fine but only 
superficially plausible for favoured 
nations like France, the United 
States, or the British Empire- 

















Commonwealth embracing a quar- 
ter of the inhabitants of the earth, 
to talk about maintaining peace 
and the siatus quo in Europe, Asia 
or elsewhere; for it is a sfatus quo 
weighted heavily on the side of 
countries in nearly all essentials 
economically self-sufficient. In 
addition, these nations are creditor 
nations, and while in common with 
other countries, they have suffered 
from the depression, none of them 
have suffered. because of their 
inability to acquire abroad what 
they lack in the way of basic raw 
materials. This is peculiarly the 
position of Germany, Italy and 
Japan. For with reference to the 
present distribution of the natural 
resources of the earth, and in the 
face of the economic and monetary 
policies of the more fortunate coun- 
tries there is left for them only a 
choice between expansion and suf- 


focation. Orin Mussolini’s famous 
phrase: “Italy must expand or 
explode.”” In other words there 


is slight prospect of peace in the 
world without a measure of econo- 
mic justice and equality among 
the nations. Consequently if na- 
tions which feel themselves un- 
fairly discriminated against in this 
respect cannot get what they re- 
quire by mutual concession and 
agreement, they will endeavour to 
take what they require by force. 
Economic justice is more than a 
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national problem. It is an inter- 
national problem as well. 


Japan in the Far East 


If we dispassionately consider 
the economic position of Japan 
to-day, we must realize that her 
recent policy in the Far East has a 
certain justification. What makes 
it so dangerous is the refusal of 
the Western Nations which domi- 
nate the policies of the League of 
Nations to concede any justice to 
Japan’sclaims. This was the main 
reason for the withdrawal both of 
Japan and Germany from the 
League. Is it just, for example, 
to condemn Japan wholly for her 
withdrawal from the Washington 
Naval agreement of 1922? On the 
contrary, the naval policy of the 
United States is partly to blame 
for the situation that has arisen, 
since American claims to have 
naval equality with Great Britain 
and superiority over Japan are in 
the last analysis at the bottom of 
the whole trouble. Japan has all 
along, unofficially at least, re- 
cognized that the British Empire 
with its far flung dependencies 
and dominions has a much better 
claim to naval superiority as a 
purely defensive requirement than 
the United States. But so long 
as the United States insists on 
equality with Great Britain, Ja- 
pan considers it necessary to de- 
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mand equality with both. All 
that Japan insists upon is that 
nations which close the door to 
Japan in the Western hemisphere 
and elsewhere shall not be able to 
close the door to her in the Far 
East. In other words, the United 
States with its Munroe doctrine 
shall be no more in a position to 
interfere on the Japanese side of 
the Pacific than Japan shall be in 
a position to interfere on the 
American side of that ocean. More- 
over, how can the nations which 
insist on a closed door against 
Japan in the West expect to main- 
tain an open door in the Far East, 
and the right to interfere at any 
time or in any place to enforce it? 
Those who believe that Japan will 
be deflected from her present policy 
by force or by pressure from abroad 
are resting their case on methods 
which the history of the twentieth 
century has proved to be false. 
Japan is a proud and sensitive 
nation; she will no more submit 
to foreign dictation than any other 
great power, and attempts to apply 
pressure will only increase her 
truculence and harden he: opposi- 
tion. 

Moreover, for better or for worse, 
Japan is committed to a policy of 
industrialism and commercial ex- 
pansion. No threats from Wes- 


tern powers can now curb the 
urgent demand for the markets 
and raw materials which are neces- 





sary for the maintenance of that 
type of industrial life. Lacking 
adequate resources of coal, iron 
and oil, Japan must obtain them 
elsewhere, or go down in the eco- 
nomic race. But while to the out- 
side world, Japan may be regarded 
as a formidable military and in- 
dustrial power, her real position is 
desperate and her future precar- 
ious. Her policy of rapid ex- 
pansion has placed an intolerable 
burden of debt on a country al- 
ready over-taxed; and within the 
past decade the national debt of 
Japan has almost doubled and is 
steadily mounting. It is true that 
the amazing industry and thrift 
of the Japanese people enable 
them to feed a population fifteen 
times that of Sweden on an arable 
area about equal in size. But the 
economic struggle is becoming un- 
bearable. Three-fifths of the 
agrarian population of Japan is 
undernourished; and in certain 
districts few of the peasant class 
live to be older than forty as the 
result of over-work and under- 
nourishment. Within the past 
four years the village income of 
Japan has declined by three-fifths. 
The small peasant is shamelessly 
exploited by the big land-owner, 
and the worker in the city by the 
capitalist and manufacturer. But 
gradually the Japanese workers 
are awaking to the injustice of 
their condition. Already sanguin- 
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ary riots have broken out in vari- 
ous parts of the Islands, and the 
spectre of a proletarian revolution 
threatens Japan to-day. Japan 
is also feeling very acutely the re- 
sults of her too rapid industrial 
expansion, to which her social and 
economic life have not yet become 
adjusted. The industrialized po- 
pulation of the New Japan is still 
small in proportion to the densely 
populated agricultural part of Old 
Japan. But both these classes have 
very small purchasing power be- 
cause of the low standards of living 
and the low wages which are uni- 
versal. Largely because of these 
adverse conditions, Japan cannot 
find a profitable market within her 
own country to consume her manu- 
factures; and consequently to 
keep her head above the water, 
Japan must flood the markets of 
the world with cheap goods. Also 
lacking in her islands adequate 
resources of basic raw materials 
for manufactures, Japan will seize, 
if necessary, these and other prim- 
ary sources or go down in the 
economic race. Japan therefore, 
while not necessarily wishing war, 
is willing to take the risks of war 
which for her are no more formid- 
able than the risks of peace under 
her present economic disabilities. 
The principal danger spots of 
the world to-day are therefore 
three countries Japan, Germany 
and Italy which are confronted 
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with substantially the same eco- 
nomic disadvantages. All are over- 
populated, and a relatively vast 
population is in each instance 
crowded into a narrow area which 
does not contain the raw materials 
and minerals essential to support 
the type of national industrial life 
which modern standards demand. 
Nor does the resemblance between 
these three countries cease with 
the similarity of their economic 
disabilities, for all three possess a 
type of government which is basic- 
ally the same. The modern rulers 
of Japan i.e. the court, the army, 
the navy and the bureaucracy, 
regard the modern economy of 
Japan as essentially a patriotic 
enterprise. They have construct- 
ed in Japan a system of political 
monopoly based on a traditional 
popular patriotism which is auto- 
matically intensified by foreign 
opposition. It is a system actually 
more universal and powerful, be- 
cause less artificial, than European 
Fascism, though the present politi- 
cal rule of Japan is essentially the 
same as that in Germany and 
Italy to-day. 

None of these three countries 
will lower their standards of living 
simply to oblige selfish, satiated 
or backward neighbours. The only 
way therefore to relieve the pres- 
sure which is rapidly becoming 
intolerable, and thus to avoid 


another world holocaust is “‘to dis- 
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cover some form of international 
agreement by the terms of which 
access to the raw materials of the 


earth shall be assured to the rich 
and to the destitute peoples on 
approximately equal terms. For 
no assumption could be more 
absurd than that which rests upon 
the conviction that peoples any- 
where are or can be made more 
afraid of the sufferings of war than 
of the miseriés of material priva- 
tion.” The masses who support 
governments and administrations 
in the policies of economic national- 
ism are therefore one of the prin- 
cipal agencies making for war in 
the future. 


The Fate of Abyssinia 


The fate of Abyssinia is closely 
connected with this whole problem. 
Abyssinia has resources which Italy 
needs and therefore would like to 
acquire. There are deposits of 
gold, silver, platinum, copper but 
most desirable of all from Italy’s 
standpoint are the untapped re- 
sources of oil which the country is 
believed to possess. Without ques- 
tion forty years ago, a rich, dis- 
orderly and weak nation like 
Abyssinia would have been gobbled 
up, even as Italy attempted to do 
and disastrously failed at Adowa 
in 1896, or just as France absorbed 
Morocco in 1911 with British back- 
ing. One would like to know if 





the recent accord at Stresa be- 
tween France, Great Britain and 
Italy with reference to Germany's 
rearmament, might not also have 
something to do with the fate of 
Abyssinia. The next few months 
will probably reveal whether such 
was the case. At any rate, the 
three European powers immedi- 
ately concerned already have 
sought to keep certain phases of 
the dispute from coming up before 
the Council of the League, so that 
there is some ground for suspicion 
that the old secret diplomacy may 
be still at work behind the scenes. 

It yet remains to be seen, there- 
fore, whether France and Great 
Britain are going to make any 
real concessions to Italy in Africa 
at their own expense, or whether 
they will try to satisfy Italian ex- 
pansion at the expense of a help- 
less nation like Abyssinia which 
Italy would like to absorb. What- 
ever the ultimate fate of Abyssinia 
may be, it is certain that any 
change in the map of Africa will 
make more insistent Germany's 
demand for the recovery of her 
pre-war colonies. The sacrifice of 
Abyssinia (the last independent 
African nation) to Italy in order 
to secure her support against Ger- 
many on the continent, and to re- 
tain for France and Great Britain 
their dominant position in Africa 
would savour too much of pre- 
war methods of diplomacy which 
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we hope have been left behind 
forever. Most of us would desire 
for Great Britain a more honour- 


able and enlightened réle. She 
might, for example, call a confer- 
ence of powers having colonial 
interests to consider mutual ad- 
justments of strategic colonial pos- 
sessions which would admit Italy 
to greater opportunities for trade. 
Restoration of at least a part of 
Germany's colonies might be con- 
sidered, conditional on her return 
to the League of Nations. Also 
adjustment of international trade 
might be made so as to assure 
these nations the raw materials 
essential to the maintenance of a 
normal industrial life. Such an 
adjustment should also be ex- 
tended to Japan, providing guar- 
antees for her future development 
as an industrial nation, and access 
to the raw materials which she 
also requires. 

If the international problem were 
approached from this angle, we 
believe that many of the present 
difficulties regarding disarmament 
would automatically disappear, be- 
cause the energies of these young 
and restless nations would then 
be diverted into constructive chan- 
nels. The peace and well-being of 
the world depend on opening up 
as quickly as possible every chan- 
nel of cooperative effort. This 
method would of course demand 
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mutual concession and sacrifice of 
privileges especially by the older, 
favoured nations. 


Peace might be costly. But 
would it be more so than the last 
War, which cost the British Em- 
pire about forty-one billion dollars, 
four million killed, wounded and 
missing, and which created more 
problems than it ever settled? 


Lloyd George’s New Deal 


An interesting development in 
British politics is the return of 
Mr. Lloyd George to public life, 
despite the fact that he has been 
out of office for twelve years and 
has just celebrated his seventy- 
second birthday. Most people had 
visualised Lloyd George as having 
definitely retired to his 600 acre 
estate in Surrey as “a kind of 
Squire Cincinnatus” who was more 
interested in pigs and potatoes 
than in problems of state. His re- 
turn to political life, while some- 
what unexpected, is not, however, 
without precedent. For his first 
Liberal chieftain, Mr. Gladstone, 
was three times prime minister 
after he was seventy-one, and did 
not retire from public life till he 
was eighty-five; while another con- 
temporary, Clemenceau, was 
seventy-six when he came back to 
take control of the affairs of France 
at a time of crisis. Lloyd George 
promises to exhibit something of 
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the demonic energy of his first 
political leader, and evidently re- 
fuses to be relegated to the com- 
fortable obscurity of rustic life. 
In some respects Lloyd George 
may be regarded as another imita- 
tor of President Roosevelt's ‘New 
Deal’. At any rate his approach 
to the great problem of unemploy- 
ment is basically the same. Like 
President Roosevelt, he believes 
that the dole system while less 
immediately costly is actually more 
costly in the long run, especially in 
human values, as the result of the 
loss of morale among the unem- 
ployed. For the dole creates 
eventually a class that will remain 
permanently unproductive and un- 
employable. Lloyd George there- 
fore wants action and an immedi- 
ate programme of national recon- 
struction. He has attacked the 
Bank of England as a drag to re- 
covery and as an agent of special 
financial interests centered in Lon- 
don rather than a national instru- 
ment of industry and enterprise. 
He points out that there are lying 
in the British banks large reserves 
of unemployed capital which should 
immediately be put to work for 
the benefit of unemployed labour 
on the construction of essential 
projects, such as the building of 
houses, roads, slum clearance, re- 
clamation of waste land, and simi- 
lar works of national importance. 
While multitudes have flocked 





to hear him and the newspapers 
have found him good copy, this is 
no necessary indication that he 


will secure any considerable body 
of support. His greatest draw- 
back is at the moment that he is a 
free lance and has no party sup- 
port. If on the other hand, as 
some predict, Lloyd George should 
join forces with that moderate sec- 
tion of the Conservatives led by 
Mr. Baldwin, it is believed that 
he would carry the country easily. 
For many would vote for Mr. 
Baldwin, always considered an 
eminently safe and sane man, 
who would not trust too much to 
Lloyd George alone, and who would 
not likely support either Labour or 
the National Liberals. In other 
words, many believe that the old 


Conservative party is really becom- | 


ing a Centre party under Mr. 
Baldwin’s moderate leadership and 
that Lloyd George’s programme 
of national reconstruction with 
such backing would have more 


than a reasonable likelihood of | 


success against any appeal that a 
disunited Labour party could make 
to the country. 


Germany’s Re-armament 


The consequences of Germany's 
re-armament and defiance of the 
Treaty of Versailles are still diffi- 
cult to forsee. Regrettable as is 
Germany's action, it should not 
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be forgotten that responsibility in 
the matter is divided. In this 
connection the opinion of .Lloyd 
George, the only living man whose 
signature is attached to the Treaty 
of Versailles, is entitled to careful 
consideration: 

“The co-signatories with Ger- 
many of the Versailles Treaty 
are in no position morally to en- 
force those parts of the treaty 
that they themselves have fla- 
grantly broken.” 

Professor Arnold J. Toynbee 
says: “The one-sided disarmament 
of Germany is being undone now 
because we have failed to use the 
opportunity of accomplishing the 
other purpose of the treaty: 
the purpose, that is, of bringing 
about a reduction of armaments all 
around.” 

Whatever one may think con- 
cerning the disarmament question, 
it may at least be pointed out that 
the Allied and Associated Powers 
have had seventeen years to re- 
duce their armaments towards the 
level of Germany, and have failed. 
The way has always been open. 
It was open under Stresemann 
and Bruening. It has been open 
ever since Germany entered the 
League of Nations and since her 
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departure from the League. The 
recent action of the Council of 
the League condemning in parti- 
cular Germany’s violation of the 
treaty, still leaves Germany with 
her grievance and justification in 
her own opinion of further acts of 
defiance. This view was expressed 
at Geneva by Denmark which 
spoke also on behalf of the other 
Scandinavian countries in oppos- 
ing the resolution of condemnation, 
lest its adoption would hinder the 
task of reconciliation. The Dan- 
ish representative said he regretted 
that some parts of the resolution 
which refer particularly to Ger- 
many might produce the very 
effects all desire to avoid. He 
lamented that the Council was 
called upon to play the part of a 
tribunal and expressed the fear 
lest, by voting for the resolution, 
they would run the risk of weak- 
ening the possibility of the Lea- 
gue’s retaining its character as an 
instrument of concord. The Scan- 
dinavian nations have always play- 
ed a useful part in League affairs, 
and their more detached and sym- 
pathetic view of the situation is 
worthy of consideration at a time 
when passion and prejudice might 
easily overbear reason and justice. 








INTERESTING LEGAL CASES 





CECIL C. CARROTHERS 


It is Important to Consult the 
Guarantors Before Altering 
a Mortgage. 


EVERAL points of business law 

of unusual interest because of 
current conditions, have been con- 
sidered by Canadian Courts re- 
cently. In the matter of mortgage 
guarantees the Supreme Court of 
Alberta in the case of Holland and 
Canada Mortgage Co. v. Hutch- 
ings, 1935, 1 W. W. R. 133, re- 
minds us of the importance of care 
in dealing with the mortgage with- 
out proper consultation with and 
consent by the guarantor. The 
facts and findings follow in brief 
form: 


In the year 1909 the defendant 
Hutchings, with fourteen others, 
guaranteed a mortgage covering 
the Y. M. C. A. building in Cal- 
gary to the predecessor in title of 
the plaintiff company. The mort- 
gage fell due in 1915. The plain- 
tiff defaulted in a number of its 
payments and after considerable 
negotiation between the plaintiff 
and the Y. M. C. A., an extension 
was granted until April Ist, 1918. 





The rate of interest was increased 
from 7 per cent. to 8 per cent. The 
sureties were not consulted, but 
later thirteen out of the fifteen 
signed a document which recited 
that the time for repayment of 
the mortage had been extended 
for a term of five years at 8 per 
cent. and they agreed that the 
bond which they had executed 
should be and remain binding not- 
with standing the extension or the 
increased rate of interest. 

Ives, J., held that so far as the 
document that was signed by the 
sureties respecting the extension 
was concerned it was of no legal 
effect. There was no considera- 
tion for it. It recited an extension 
of five years when in fact the ex- 
tension was for three years. If it 
was valid as a consent at all it 
could only be for five years—it 
was no consent for three. 

Further default having been 
made in payment under the terms 
of the extension it became neces- 
sary to look at the original bond. 
The learned trial Judge held that 
the bond was clearly drawn to im- 
pose a joint and several liability 
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and since the creditor changed the 
risk by the extension agreement 
the sureties were discharged. 

His Lordship also held that the 
principle of construction to be 
applied to such a document as this 
bond is a rigid strictness against 
the obligor as to the recital and 
against the obligee as to the con- 
dition. The language used in the 
condition is singular, not plural in 
reference to renewal or extension, 
hence the plaintiff could grant 
only one extension for payment. 
Others were in fact granted and 
the language ought not to be con- 
strued to provide an advance con- 
sent to more than one renewal or 
extension. 


In the result the action was dis- 
missed. 


Auditors Liable for Breach 
of Contract 


The duties and liabilities of an 
auditor under his contract of em- 
ployment were further dealt with 
in the Court of Appeal for Ontario, 
in Canadian Woodmen of the 
World vy Hooper, 1935, O. W. N. 
113, as follows: 

This was an action to recover 
from Hooper, an officer of the 
plaintiff and certain auditors, dam- 
ages for breach of duty by the 
defendants in connection with the 
failure of a broker to deliver cer- 
tain bonds to the plaintiff. The 


plaintiff bought certain bonds in 
1927 which were not delivered. 
This fact the auditors discovered 
in their 1928 audit, but failed to 
report to anyone except Hooper, 
who promised to have the matter 
fixed up. It was not until 1931 
that the auditors reported the mat- 
ter to the president, although in 
1928 and 1929 they had shown the 
bonds as an investment and had 
certified to having examined the 
investments and found them cor- 
rect. 

The action was tried before 
Raney, J., who gave judgment 
against both Hooper and the audi- 
tors for the amount of the bonds. 
On appeal the judgment as to the 
auditors was set aside as being 
founded on an improper basis, the 
auditors only being liable for the 
damages flowing from their failure 
to report, not for the failure of the 
broker to deliver or of Hooper to 
compel delivery. The Court of 
Appeal referred it to the Master 
to determine the measure of dam- 
ages on the proper basis. The 
Master on the reference found no 
damages as the plaintiff was in no 
worse a situation when the audi- 
tors reported in 1931, than it was 
in 1928, when they should have 
reported. The broker was in no 
worse a position in 1931 than in 
1928 in respect to recovering a 
judgment from him and the fidelity 
bond on Hooper was also as avail- 
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able in 1931 as 1928. The plain- 
tiff appealed from the Master to 
a Judge who affirmed the Master's 
report. The plaintiff appealed to 
the Court of Appeal. 


The Court, Riddell, J. A., de- 
livering the judgment, varied the 
order appealed from. The learned 
Judge said that he agreed that 
the plaintiff had proved no damage 
for which the auditors were in law 
responsible. But the auditors had 
committed a breach of contract. 
Therefore Brighton v Auston 
(1892) 19 A.R. 305 should be fol- 
lowed and the plaintiff awarded 
nominal damages and costs. In 
this case the plaintiff having had 
to come to the Court of Appeal 
for redress should have its costs 
of the appeal. The appeal was 
accordingly allowed and judgment 
given for nominal damages and 
costs throughout. 


An Individual Cannot Obtain 
Redress Under the Com- 
bines Act 


Mr. Justice Hope in the Supreme 
Court of Ontario, sitting as a trial 
Judge handed down a decision on 
the Combines Investigation Act of 
some importance. In Transport 
Oil Co. Ltd. v Imperial Oil Co. 
Ltd. 1935, O. R. 111, application 
to determine a point of. law was 
argued before him: 


After a careful consideration of 





the Act, which was passed in the 
interests of the public at large and 
in the nature of a criminal enact- 
ment, mainly devoted to ma- 
chinery for inquiring into com- 
bines, the learned Judge concluded 
that there did not appear to be 
any intention to give a right of 
action thereunder to an individual 
injured by a combine. The learn- 
ed Judge considered therefore both 
on the wording of the statute and 
the limited legislative authority of 
the Dominion, that the intention 
of the legislature was not to con- 
fer any private right of action for 
breach of the Act. The points of 
law were therefore determined 
against the plaintiff. 


A Clause to Prevent Subsequent 
Oral Agreements is not Al- 
ways Valid 


The old question of how far a 
clause in a written contract, pro- 
viding that it is not subject to 
cancellation nor oral agreements, 
will be upheld, was raised in the 
County Court of Essex, before 
Mahon, C. C. J. In the case of 
Stevens v Gordon the following is 
reported in 4 F.L.J. 261: 


This was an action to recover 
$135, the balance upon a contract 
for a course of instruction calcu- 
lated to improve the defendant’s 
ability to dispose of gasoline and 
oil at the service station which he 
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leased from a large oil company. 
At the time of entering the con- 
tract the defendant, it was found, 
was induced to do so by a re- 
presentation of the plaintiff’s agent 
that the defendant would be at 
liberty to withdraw during the 
currency of the contract, if and 
when he should be deprived of his 
tenancy of the service station. 
Subsequently the defendant was 
dispossessed of the service station 
and immediately notified the plain- 
tiff and paid him $6.60 due for 
materia! supplied under the con- 
tract up to that time. 


It was argued on behalf of the 
plaintiff that the defendant was 
precluded from his right of re- 
scission or in the alternative to 
damages by reason of a clause in 
the contract to the effect that it 
was not subject to cancellation nor 
would oral agreements be recogniz- 
ed. It was held that the agent’s 
failure to insert the terms whereby 
the defendant should have his 
right to withdraw amounted to a 
fraudulent omission entitling the 
defendant to a right to rescind or 
to claim damages for fraud. The 
fact that it was fraud upon the 
part of the agent would make no 
difference to the plaintiff's lia- 
bility. Action upon contract was 
dismissed with alternative remedy 
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in damages upon the proper amend- 
ments to defence. 


There are Dangers to Trans- 
ferring Assets 


That a common practice of re- 
cent years, the transfer of assets 
to one’s wife, has its dangers, is 
seen when the case of Hyman v 
Hyman, 1934, 4 D.L.R. is con- 
sidered. This is a decision of the 
Supreme Court of Canada on 
appeal from the Ontario Court of 


Appeal: 


In the action the plaintiff claim- 
ed that the defendant, his wife, 
held certain real and personal 
property upon certain trusts. At 
the trial he succeeded partly, but 
on appeal, only as to the real 
property, his action was dismissed. 
He appealed to the Supreme Court. 
The Supreme Court, Hughes, J., 
delivering the judgment, dismissed 
the appeal. After reviewing the 
evidence the learned Judge con- 
cluded that the plaintiff had failed 
to discharge the onus upon him of 
rebutting the presumption of ad- 
vancement. The plaintiff also 
failed to discharge the onus put 
upon him by the fact that the 
deed of the property to his wife 
was absolute in form, and in the 
land transfer tax affidavit he had 
sworn to a gift to his wife. The 
appeal was accordingly dismissed. 














FATIGUE AND EFFICIENCY IN INDUSTRY 


STEVEN GRANT 


OPULAR opinion has insisted 

that fatigue is unimportant in 
Industry. This supposition is 
readily understood when one con- 
siders that many losses, that ulti- 
mately can be traced to fatigue, 
appear to have other more evident 
causes. Fluctuations in output, 
poorer quality of articles and 
increased industrial accidents, when 
thoroughly investigated, show evi- 
dence of the action of fatigue upon 
human efficiency. Unsuitable con- 
ditions of factory machinery and 
management, and the immediate 
surroundings such as lighting, 
noise and monotony of the 
job, are related factors ever work- 
ing to produce fatigue. In turn, 
chronic fatigue produces nervous- 


ness and ultimately serious illness 
and death. 


From the general facts outlined 
above, much value can be attached 
to the following statement. “Up 
to 1920, the yearly loss in the 
United States from Jndustrial 

fatigue is estimated to be $2,500,- 


000,000." In industry fatigue, 
in its early stages, causes a lack of 
attention, a careless attitude, re- 
sulting in decreased output and 
serious accidents. In the home 
the worker becomes sullen and 
attaches false values to everything. 
Finally the worker’s emotional 
outlook may change, and happiness 
gives way to moodiness, the warn- 
ing signal. Ultimately, illness 
overtakes him. Fatigue, there- 
fore, has a broad socisl effect 
which deserves serious thought. 


To understand what is fatigue 
and how it is measured, the var- 
ious definitions must be analysed. 
Then the losses of efficiency result- 
ing from the influence of fatigue 
can be clearly understood. 

Fatigue is recognized under 
three classifications.” 


1. An apparent result in the 
form of reduced output, known as 
“work decrement.” 





1. B. J. Newman—“Shop Standards of 
Fatigue” — “‘ National Safety News". 
Nov, 29, 1929. 


2. National Association of Cost Account- 


ants Bulletins, May 15, 1931, page 
1515. 
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2. Physiological changes in the 
organic state, and the production 
of chemicals of fatigue. 

3. The feeling of fatigue. 


1. Work Decrement 


The ‘“Mosso ergo graph,” an 
instrument measuring the height 
to which the finger raises a weight, 
indicates clearly the action of 
fatigue. On the representative 
scale decreased length of the strokes 
(decreased output) is credited to 
fatigue. 

The worker's output in industry 
has been studied. The “work 
curve” under ordinary circum- 
stances shows a peculiar falling off 
of productivity toward the end of 
the period. This is evident in 
daily or weekly work curves. 

The daily curve shows an initial 
rise in the first few hours of work. 
The peak is reached, and then out- 
put falls off steadily until the noon 
rest period; in the afternoon there 
is a second initial rise (not so high) 
and a more rapid decline than in 
the morning. The _ conclusion 
drawn is that at first, practice 
raises efficiency, until fatigue sets 
in with gradually increasing force. 
The curve gently lowers. Rest at 
noon forestalls fatigue and this 
accounts for the past noon initial 
rise. Fatigue then sets in once 
more with increased effect. In 
many monotonous or repetitive 
jobs the work curve is affected by 


“spurts.” The worker works 
harder at the end of the day to 
reach a standard of production. 
In these cases the curves do not 
show the influence of fatigue which 
nevertheless may be very power- 
fully affecting the worker's wel- 
fare. On the other hand the spurts 
may indicate that the effect is the 
feeling of fatigue in repetitive 
work. The incentive to increase 
production often drives out the 
feeling of fatigue, which is unre- 
liable. This conclusion is mere 
supposition and should be chal- 


lenged. 
2. Physiological Changes 


1. Poison from waste. 

2. Exhaustion of glycogen. 

3. Nerve impairment. 

In the muscles is stored gly- 
cogen. This is fuel for action. 
When glycogen is used up it pro- 
duces: carbon dioxide that the 
blood carries to the lungs to be 
exhaled. Sugar is supplied to the 
muscle from the liver and intes- 
tines, to be converted into addi- 
tional glycogen. In this process 
the sugar must be changed to lac- 
tic acid, and oxygen is needed to 
complete the ehange. The blood 
is burdened with carbon dioxide, 
lactic acid and sugar which cause 
congestion. The excess of 
lactic acid and the poisonous car- 
bon dioxide interfere with the mus- 
cular action, causing fatigue. Fa- 
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tigue is said to be a guard against 
injury to the system. One theory 
states that the waste products 
accumulate near the “‘end plates”’ of 
the motor nerves, setting up a 
resistance to the action. An ex- 
planation of mental fatigue would 
be from the excessive use of the 
synapses between the nerve cells 
and the brain.’ 


3. The Feeling of Fatigue 


A fatigued person has a feeling 
that he can identify as fatigue. 
Overwork is not the only cause, 
for people feel fatigued sometimes 
from merely sitting around all day. 
Normally real fatigue is the feeling 
of overwork accompanied by the 
desire for rest and food. 
Since it is caused by an inability 
of the body to speed up certain 
of its functions beyond a defi- 
nite point, rest is needed. In 
cases where monotony is the cause 
of fatigue, change is needed. It 
may be in the form of changed 
work or even in well timed vaca- 
tions. It may be seen therefore 
that often the feeling of fatigue is 
not an accurate measurement for 
actual fatigue. The weakness lies 
in the fact that it is subjective. 


The Work Curve Test is Simple 


There are many tests of fatigue 
that are accurate. Bodily excre- 


2 and Industrial Management”, 
April 1934. “TheSun Tube Company.” 
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tions may be analysed, the pulse and 
respiration rate checked, and the 
blood tested. These tests are 
reliable, but are not practical. 
The analysis of the work curve, 
on the other hand, is not abso- 
lutely accurate, but it is very prac- 
tical and simple. 


Efficiency 


Popularly used, efficiency means 
the greatest output in shortest 
time, of a standard quality. The 
welfare of the labourer socially is 
not considered. Possibly the great 
numbers of workers and their con- 
sequent poor bargaining power is 
partially responsible for this. 
Capital should be shown, however, 
that a small group of satisfied 
efficient workers is better than a 
large group of inefficient workers. 
The importance lies in the fact 
that the increase in expense is often 
offset by the greater increase in 
production. Only to the extent 
that tangible returns are increased, 
are the majority of managers inter- 
ested in worker welfare. This may 
seem a broad statement, but the 
manager is interested primarily 
in total profits, and secondly in 
worker welfare. Poffenberger de- 
fines the ideal of human efficiency 
as the production of the maximum 
output, of the highest quality, in 
the shortest time, with the least 
expenditure of energy, and the 
mazimum satisfaction. 
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The Prevention of Fatigue 
Can Increase Efficiency 


Decreased hours may mean in- 
creased total output. By decreas- 
ing fatigue, and by concentrating 
on the task, workers can actually 
increase their efficiency. During 
the Great War, in England, weekly 
hours of women munitions workers 
were decreased from 66 to 48.6 
hours. Results were not imme- 
diately reached; the experiment 
took several weeks, but at the end 
of that time hourly output had 
increased 39 per cent. and total 
output increased 15 per cent.’ 
The greater rest allowed the work- 
ers, stored up the energy and ex- 
pelled the products of fatigue, 
permitting them to work harder 
during the shorter working day. 


Enforced Rest Periods Are 
Effective 


Prearranged rest may decrease 
fatigue. Rest stolen by workers 
while under scrutiny of their fore- 
men is never perfect relaxation. 
They become tense and fatigue 
products continue to be produced. 
Enforced rest periods, by shutting 
off power, have yielded fine results 
by lessening fatigue and increas- 
ing efficiency. Vernon and Bedford 
tested nineteen girls who labelled 
bottles. Each morning for twenty 





1. Viteles, ‘Industrial Psychology,” pages 
44, 452, 468, 483, 507. 


weeks they were forced to take ten 
minutes rest. Their average hourly 
output increased twenty per cent. 
with no apparent increase in fatigue, 
or speeding up of work. From these 
results it may be assumed that 
rest has a very important réle in 
reducing fatigue. 


Direct Lighting Causes 
Fatigue’ 


Sunlight changes in uniformity 
and intensity; therefore artificial 
lighting must be used at some 
time. Inexpensive direct lighting, 
like sunlight, casts clear cut shad- 
ows, and usually the lights are 
placed so as to spread the light 
inadequately. The contrast of 
light and dark produces a strain 
on the eyes, and causes fatigue. 
Black machinery may be colored 
to make the articles worked on 
stand out. The walls may be 
painted but the direct lighting still 
produces shadows. Indirect light- 
ing, where the fixtures are properly 
placed and the light is evenly dif- 
fused by reflection or by shades to 
minimize shadows, is expensive. 
In many cases the increased cost 
of indirect lighting has been highly 
compensated by increased effi- 
ciency. The reasons for decreased 
fatigue lie in the action of the eye, 
which tends to revert to bright 
objects. The tension created by 


1. Crane—“‘Psychology Applied.” Page 92. 
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forcing it back on the work causes 
fatigue and eye-strain. 

Inadequate lighting causes the 
workers to strain their eyes. The 
quality of the product is lessened 
in two ways. 

The dull illumination requires 
harder concentration and a conse- 
quent lowering of output. Workers 
tending dangerous machines be- 
come nervous, and the dull light 
may cause a serious accident. 
Fear of an accident and inability 
to see clearly may, therefore, con- 
tribute to fatigue and ultimately 
to decreased efficiency. 

Dull lights promote a feeling 
of relaxation. Just as a person 
studying beside a stream is almost 
overpowered by the desire to go 
swimming, the person working in 
a dull room may desire rest. On 
the other hand, bright lights pro- 
mote a feeling of activity, energy 
and alertness. Instead of dull 
dreaming the person becomes wide 
awake and alert. 


Comfortable Temperature and 
Humidity Decrease Fatigue 


When air in a room becomes un- 
comfortable and warm, the blame 
is credited to the increase in carbon 
dioxide and the decrease in oxygen. 
Increased humidity and the con- 
sequent inability of the air to ab- 
sorb moisture often is the cause. 
The evaporation of moisture on 
the skin cools the worker, and 
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when this evaporation ceases dis- 
comfort results.’ Forced circula- 
tion, by fans, increases the air's 
evaporating power. Air condi- 
tioning, besides circulating the air, 
reduces humidity and cools it from 
10 to 15°F. Equipment for air 
conditioning is usually installed to 
improve the quality of the pro- 
duct. The increased employee- 
efficiency is secondary, but may 
be very important. This was the 
experience of the Sun Tube Com- 
pany. The air in this company’s 
plant was washed by conditioning 
equipment to reduce the dust and 
improve the lacquered finish on 
the toothpaste tubes, etc. The 
managers noticed a distinct im- 
provement in quality of the pro- 
duct, but they credited this to the 
increased efficiency of the workers, 
as well as to the conditioned-air. 
The workers were absent less -fre- 
quently and even showed a reluc- 
tance to go home on hot days. 
(Temperature at 75° F. and rela- 
tive humidity of 50°F., while out- 
side it was 90°F.).? 

The physiological relation of 
humidity and heat to fatigue will 
show more clearly the actual effect 
of ideal atmosphere. Moisture 
laden air cannot absorb body mois- 
ture fast enough to keep the tem- 
perature at the normal blood heat. 


1. Poffenberger —** Element Psychol- 
tue ki 


2. Davis — “Fi Organization and 
Monagemenl,” Chapter XII. 

















Consequently there is a resistance 
or sluggishness to any activity that 
produces any internal heat. The 
worker becomes dissatisfied and 
serious results may follow forced 
work. Likewise in a hot tempera- 
ture where humidity is low, the 
body fights to keep at normal. 


Time and Motion Studies 


Gilbrith and Taylor, exponents 
of scientific management, were 
ingenious in their methods of in- 
creasing efficiency. By the study 
of certain tasks, useless movements 
are eliminated. There is less energy 
wasted. In the bricklaying trade, 
Gilbrith eliminated useless move- 
ments. He had the bricklayer handle 
the brick only to put it in place. Un- 
skilled labor was used to transport 
bricks. The number of move- 
ments dropped from eighteen to four 
(per brick). Each man increased his 
hourly output from 120 to 350 
bricks.’ Another illustration of 
scientific management took place 
at the Bethlehem Steel Works, 
where Taylor alternated ‘‘a cycle 
of work with a cycle of rest.” 
Unskilled workers loading pig iron 
increased their output from 124% 
to 47 tons per man, perday. This 
result applies more directly to rest 
pauses. 


1, Goldmark—‘Fatigue in Industry.” 
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Noise Increases Fatigue 

Noise immediately causes dis- 
traction, and a decreased output 
in work. An increase follows this, 
as the worker becomes more atten- 
tive to his job in order to overcome 
the effect of the noise. Asa result 
excessive energy is used and un- 
necessary fatigue results. Certain 
meaningful noises, however, like 
the hum of a gear-cutting machine, 
convey a definite message to the 
worker. These do not usually cause 
distraction except when they are 
excessive. Noise as a rule seems 
to be an enemy of efficiency. 

The human being has a certain 
natural rhythm. A variety of 
noises at different rhythms tend to 
destruy the natural speed of the 
worker. Likewise, when workers 
are engaged upon a production line 
that is moving swiftly, or if their 
natural speed is increased by in- 
centive wages, the worker may 
suffer from fatigue. The results 
may not be evidenced in decreased 
production; nevertheless the con- 
dition is serious. 


Monotony Reduces Efficiency 


Monotony is related to distrac- 
tion. The worker is distracted by 
desire for change, ef cetera. People are 
not susceptible to monotony to 
the same degrees, since some work- 
ers are satisfied with simple 
repetitive jobs that others would 
shun. By adapting the worker to 
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the special job, it is possible to re- 
duce fatigue caused by monotony. 
Some companies try the plan of 
alternating the workers at different 


jobs. In this way and many 
others fatigue may be greatly 
lessened. 

Conclusion 


Minor ailments, headache, eye- 
strain, general run-down condi- 
tion and susceptibility to various 
sicknesses result from fatigue. 
Fatigued persons, moreover, often 
seek escape by turning to stimu- 
lants (liquor), which is another 
deplorable result. Eventually 
chronic fatigue leads to nervous 
breakdown and perhaps tubercu- 
losis, et cetera; decreased attention, a 
result of fatigue, encourages acci- 
dents; unrest and discouragement 
cause unhappy family life. At the 
door of fatigue may be laid the 
blame for many losses, as well as 
the destruction of efficiency. 





The importance of the subject 
need hardly be again mentioned. 
Therefore the problem should be 


carefully and aggressively attack- 
ed. Rest is a corrective of fatigue, 
and hours of work should be such 
as to allow sufficient rest. Rest 
periods and vacations for workers 
may be important. Lighting, ven- 
tilation and the worker's job should 
be studied, and made suitable. 
Legislation, if no other way is open, 
should be enforced to improve 
working conditions. In spite of all 
the “shoulds”’, action is dependent 
upon the attitude of management. 
Management is aware of the op- 
eration of the law of diminishing 
returns—additional investments do 
not always produce comparable 
increases in production. Therefore, 
until capitalists become more soci- 
alistic as profits increase, there is 
small chance that this problem 
will be thoroughly solved. 











